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Brazilian  Farm  Credit 


by  HENRY  W.  SPIELMAN* 

Much  has  been  written  in  recent  years  of  the  inade- 
quate credit  facilities  for  farmers  in  the  major  agricul- 
tural countries  of  the  world  and  particularly  in  Latin 
America.  Brazil  has  recognized  the  need  for  farm  credit, 
particularly  operating  credit,  and  the  problem  is  being 
attacked,  in  some  respects,  on  a  rather  comprehensive 
basis.  In  addition  to  the  activities  of  the  Federal  Gov- 
ernment to  provide  farmers  with  credit  at  low  rates  of 
interest,  some  of  the  State  governments  have  set  up  par- 
allel facilities.  In  order  of  importance,  the  following 
types  of  lenders  also  furnish  agricultural  credit:  Local 
buyers,  local  merchants,  commercial  banks,  cooperative- 
credit  associations,  and  savings  banks. 

Introduction 

The  effective  use  of  credit  by  Brazilian  farmers 
is  a  recent  development.  Before  1900,  Brazilian 
agriculture  was  largely  financially  self-sufficient. 
In  recent  years,  farmers  in  the  older  sections  of 
the  country  have  developed  a  fair  degree  of  spe- 
cialization, producing  a  few  cash  crops,  such  as 
coffee,  cattle,  and  cotton,  and  depending  on  nearby 
markets  for  most  of  their  consumption  require- 
ments. In  new  sections,  farmers  must,  of  neces- 
sity, be  rather  highly  self-sufficient  owing  to  the 
absence  of  operating  credit,  the  high  cost  of  mov- 
ing supplies  because  of  undeveloped  transporta- 
tion facilities,  and  the  long  waiting  period  before 
the  first  cash  income  is  received. 

During  the  past  15  years,  there  has  been  a 
definite  increase  in  the  number  of  small  farms. 
As  a  general  rule,  the  small  farmer  has  insufficient 
operating  capital  or  stored-up  products  to  carry 
him  through  the  crop  year.  Consequently,  in 
older  sections,  where  credit  is  available,  he  must 
depend  to  some  extent  upon  others  for  operating 
capital.  In  many  cases,  the  financing  of  his  next 
crop  is  shifted  to  the  merchant  or  banker.  The 
crop  is  usually  sold  in  the  late  summer,  fall,  or 
early  winter,  and  the  receipts  are  absorbed  largely 
in  the  payment  of  debts  and  interest  charges  in- 
curred during  the  growing  season.  A  common 
practice  is  to  begin  borrowing  again  in  the  early 
spring. 

To  understand  the  slowness  with  which  credit 
facilities  have  been  made  available  to  farmers, 
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something  must  be  known  about  the  economic  pat-  i 
tern  of  the  agriculture  of  the  country.    The  ] 
country  still  contains  large,  unsettled  areas.    The  i 
frontier  of  cultivation  and,  in  turn,  of  civilization  1 
is  being  pushed  back  in  certain  sections,  such  as  ' 
western  Sao  Paulo,  northern  Parana,  and  central 
Goias.   If  the  movement  continues  at  the  present  1 
rate,  the  western  boundaries  of  the  States  of  Sao  1 
Paulo  and  Parana  will  be  reached  within  the  next  1 
5  to  10  years.    The  abundance  of  land  and  the 
availability  of  labor  that  will  contract  for  its 
operation  have  encouraged  the  formation  of  large 
holdings  and  have  made  possible  their  preserva-  ;  ' 
tion  without  major  social  clashes.    Immigration  ! 
in  the  past  has  contributed  materially  to  the  con-  i 
tinuation  of  this  system  of  operating  farms  by  |  ' 
providing  large  quantities  of  cheap  labor. 

A  country  as  large  as  Brazil  produces  a  great 
variety  of  farm  products.    (See  table  1.)    Coffee  1 
still  is  the  most  important  product  entering  export  1 
markets,  but  production  has  been  declining  for  the 
past  10  years. 


Table  1. — Production  of  principal  crops  in  Brazil,  average 
1935-39,  annual  19Jt5-/f6 


Product 

1935-39 

1945 

1946  i 

1,000 

1,000 

1,000 

short  tons 

short  tons 

short  tons 

Coffee..   '  

2  26,  938 

2  18, 135 

2 17,  571 

Cotton  (lint)   

3  467 

.  <388 

«  227 

Cottonseed.  

834 

776 

454 

Cottonseed  oil   

64 

72 

66 

Corn    

6,  025 

5,600 

6,160 

Wheat   

140 

210 

210 

Rice       

1,  504 

2,  315 

2,  590 

Beans,  dry...  __   

934 

1,088 

1,081 

Sugar  

1, 155 

1,  320 

Manioc  (cassava). _.  _-.-~-._- 

6,  118 

11,574 

11,574 

Potatoes    

469 

360 

375 

Oranges   

6  38,  179 

6  22,  150 

«  23,  000 

Bananas  

7  47,  000 

7  47,  000 

7  47,  000 

Pineapple.  

144 

125 

125 

Grapes  

230 

214 

214 

Babassu  nuts.   

55 

66 

Coconuts  __.   

75 

8 167 

Carnauba  wax..  .  .   

11 

2 

182 

182 

Oiticica  seed..   

»  7 

13 

Alfalfa    

•  183 

Cocoa    

144 

122 

110 

1,  290 

1,410 

Tobacco    

102 

100 

120 

1  Preliminary. 

2  Bags  of  132  pounds. 

3  1935-36  to  1939-40. 
<  1944-45. 

' 1945-46. 

6  Boxes. 

7  Stems  of  50  pounds. 
*  1944. 

8 10-year  average. 

Cattle  now  account  for  the  greater  part  of  the 
farm  income.    During  the  past  2  years  most  meat 
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and  meat  products  have  been  consumed  within 
the  country.  From  1937  to  1942,  meat  exports 
represented  a  substantial  item  in  Brazilian  ex- 
port data.  During  that  period  many  herds  were 
depleted,  and  an  excess  of  cows  were  killed.  Since 
1942  herds  have  been  gaining  in  numbers.  (See 
table  2.) 

Cotton  is  the  third  most  important  source  of 
cash  farm  income.  Although  production  was 
down  in  1945  and  1946,  owing  to  adverse  weather 
conditions,  it  will  likely  be  as  large  as  the  prewar 
average  in  1947.  Preliminary  estimates  indicate 
that  acreage  will  be  20  percent  greater  this  year 
than 'in  1946  as  a  result  of  present  high  prices  for 
cotton  in  Brazil. 

During  the  latter  part  of  the  war  and  the  be- 
ginning of  peace  the  Brazilian  Government  has 
encouraged  farmers  to  grow  more  foodstuffs  by 
setting  minimum  prices  on  basic  commodities. 
This  action  stimulated  the  production  of  the  larg- 
est corn,  rice,  and  wheat  crops  on  record  and  one 
of  the  largest  bean  crops. 

Prior  to  1929,  the  predominance  in  terms  of  area 
of  large  farms,  for  the  most  part  coffee  farms, 
naturally  influenced  the  structure  of  rural  credit. 
Banks  usually  gave  preference  to  large-scale  coffee 
farmers,  disregarding  the  smaller,  usually  family- 
size,  farm  owners.  A  large  farmer  with  some 
capital  of  his  own  and  a  high-yielding  farm  could 
obtain  short-term  credit  easily  on  a  simple  promis- 
sory note.  In  turn,  he  could  finance  his  tenants 
and  laborers.  Under  this  system,  credit  could  be 
extended  without  the  necessity  of  the  bank  setting 
up  an  elaborate  system  to  insure  the  safety  of  its 
loans.  Medium-term  credit  was  relatively  unim- 
portant under  the  old  system  of  coffee  monocul- 
ture; consequently,  it  failed  to  develop  to  any 
great  extent.  An  adequate  system  of  long-term 
agricultural  credit  is  undeveloped,  because  the 
need  for  it  has  not  been  recognized.  As  used  in 
this  article,  short-term  credit  refers  to  that  granted 
for  periods  up  to  1  year,  medium-term  credit  for 
periods  of  from  1  to  5  years,  and  long-term  credit 
for  periods  of  more  than  5  years. 

The  system  of  agriculture  and,  subsequently,  the 
pattern  of  credit  facilities  were  considerably 
changed  by  the  coffee  crisis  of  September  1929.  In 
spite  of  efforts  made  by  merchants,  bankers,  the 
Coffee  Institute,  and  State  and  Federal  Govern- 
ments to  support  prices,  they  fell  sharply,  pre- 
pipitating  the  crisis.  Beginning  in  1932,  the  addi- 
tion of  cotton  production  to  coffee  monoculture 

727916 — 47 


caused  an  increase  in  the  proportion  of  small 
holders,  renters,  and  sharecroppers,  particularly 
in  major  coffee-producing  sections.  This  change 
was  brought  about  partly  because  many  large 
coffee  growlers  lost  most  of  their  working  capital 
during  the  coffee  crisis  and  the  new  small  holders 
likewise  lacked  capital.  The  pattern  is  being 
changed  further  by  the  present  displacing  of  cot- 
ton production  by  cattle  raising  and  the  breaking 
up  of  large  old  coffee  farms. 


Table  2. — Numbers  of  principal  livestock  in  Brazil,  num- 
ber slaughtered,  and  meat  produced,  average  1935-89, 
annual  1945-'iG 


Products 

1935-39 

1945 

1946  i 

On  farms: 

Thousands 

Thousands 

Thousands 

Cattle   

40, 807 

42, 000 

42, 000 

H6gs.__             _  _  

23, 224 

Slaughter: 

Cattle   

4,266 

3,  770 

3,  750 

Hogs   _   

3, 187 

4,  400 

4,  500 

Meat: 

Short  tons 

Short  tons 

Short  tons 

Beef    

922 

644 

662 

Pork..   

265 

242 

248 

Mutton          ._   . 

8 

17 

15 

1  Estimated. 


This  change  in  types  of  farming,  which  took 
place  in  central  Brazil,  has  created  two  pressing 
problems:  (1)  The  need  for  accessible  credit  for 
a  large  number  of  relatively  poor  operators  and 
(2)  for  credit  to  be  made  available  in  larger 
amounts.  Cotton,  the  principal  cash  crop  of  the 
small  farmers,  requires  extensive  use  of  fertilizer. 
Labor  costs  have  advanced  to  such  an  extent  that 
Brazilian  cotton,  if  it  continues  to  compete  in 
the  world  market,  will  necessitate  the  use  of  more 
mechanical  equipment  in  order  to  reduce  the  num- 
ber of  man-hours  required  to  produce  a  bale  of 
cotton.  Costs  of  erosion  control,  which  was  not 
a  serious  problem  in  coffee  production,  must  also 
be  met.  Livestock  credit  must  be  made  more 
readily  available. 

The  structure  of  rural  credit  has  not  been 
changed  to  meet  these  requirements,  largely  be- 
cause of  their  comparatively  recent  appearance. 
The  need  for  loans  for  longer  periods,  their  stricter 
control,  and  for  granting  credit  to  small  rather 
than  large  operators  must  be  fulfilled.  The  estab- 
lishment of  adequate  control  presents  the  greatest 
problem  in  view  of  certain  other  features  of  the 
rural  economic  pattern.  Although  this  problem 
is  found  in  many  other  countries,  it  is  particularly 
pressing  in  Brazil. 

In  the  first  place,  the  availability  of  fertile  areas 
where  agricultural  development  is  taking  place 
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makes  population  movements  inevitable.  Conse- 
quently, local  lenders  are  compelled  to  deal  con- 
tinually with  new  clients  and  follow  old  clients 
to  new  regions.  Under  such  fluid  conditions, 
which  are  likely  to  persist  for  some  time,  credit 
facilities  cannot  be  developed  so  highly,  or  readily, 
as  in  a  more  settled  country. 

In  the  second  place,  the  desire  for  speculation 
is  characteristic  of  a  large  proportion  of  the 
Brazilian  population.  At  present  most  farmers 
are  shifting  rapidly  to  the  production  of  any  prod- 
uct that  promises  to  show  a  large  profit.  Ob- 
viously, lenders  must  deal  cautiously  with  bor- 
rowers of  this  type;  otherwise  shifts  from 
overproduction  of  one  commodity  to  overproduc- 
tion of  another  might  be  even  more  pronounced. 

Mortgages  of  all  kinds  frighten  the  uneducated 
and  reduce  debtors'  credit  and  prestige,  espe- 
cially since  the  coffee  crisis,  when  so  many  farmers 
defaulted  on  their  mortgages.  Behind  all  these 
difficulties  are  Brazil's  lack  of  capital  and  the 
general  reluctance  to  lend  at  interest  rates  of  less 
than  10  percent. 

Federal  Credit 

Rural  credit  has  recently  been  encouraged  by 
much  governmental  assistance,  the  object  of  which 
was  to  cheapen  credit  for  the  producer.  Most 
important  of  all  measures  taken  thus  far  is  the 
creation  of  special  lending  agencies  which  grant 
agricultural  credit  under  special  conditions.  The 
Federal  Government  has  created  such  an  agency 
within  the  framework  of  the  Bank  of  Brazil. 
Data  on  agricultural  credit  'granted  by  the  Bank 
of  Brazil  by  States  is  available  only  for  1944. 
Two-thirds  of  the  total  agricultural  credit  of  the 
country  and  one-sixth  of  the  total  livestock  credit 
were  issued  in  the  highly  developed  State  of  Sao 
Paulo  by  the  Bank  of  Brazil.  (See  table  3,  for 
commodity  loans  made  during  1938-44.) 

The  Bank  of  Brazil  is  controlled  by  the  Federal 
Government  which  holds  most  of  its  shares  and 
exercises  close  supervision.  Although  it  functions 
as  a  private  bank,  in  many  respects  it  has  the 
standing  of  a  Government  agency.  It  is  not  a 
bank  of  issue  but  essentially  a  deposit  bank,  re- 
quiring certain  types  of  deposits.  For  specific 
purposes  the  bank  is  authorized  by  the  Minister 
of  Finance  to  issue  special  notes  or  bonds. 

The  Bank  of  Brazil  operates  103  branches  all 
over  the  country,  57  of  which  are  in  the  State  of 


Sao  Paulo.  The  lending  of  these  branches  is  not 
limited  to  their  local  funds,  but  for  each  a  maxi- 
mum limit  is  set  in  proportion  to  regional  require- 
ments. The  bank  is  organized  into  a  number  of 
departments,  each  headed  by  a  director  and  con- 
trolled by  the  bank  president,  who  is  appointed 
by  the  President  of  the  Republic.  One  depart- 
ment is  the  Agricultural  and  Industrial  Credit 
Department  (Garteira  de  Credito  Agricolo  e  In- 
dustrial) ,  founded  in  1937.  It  is  divided  into  the 
agricultural-  and  industrial-credit  section  and  the 
mortgage-bond  section. 


Table  3. — Commodity  loans  made  l>y  the  Bank  of  Brazil, 
1938-39  to  1944 


Products 

1938-39 

1940 

1941 

1942 

1943 

1944 

Fertilizer  Jl 

1,000 
dollars 

1,000 
dollars 

1,000 
dollars 
54 
3 
6 

4,  345 

1,000- 
dollars 

1,000 
dollars 

1,000 
dollars 

1 

512 
21 
7,583 
27,  525 

Sisal  

9 
17 
4,  225 
14,  685 
3 
20 

4,  941 

52 
20 
295 
427 
4,242 

5,  464 
4,211 

23 
6 
7 

272 

45 
15 
5,409 
15,081 
1 
17 
7,  645 
301 
32 
79 
3, 110 
6,816 
3,  677 
6,742 
4 

Alfalfa.  _   

Cotton   

1,437 

2,  201 

Cotton  (lint)   

Garlic   

2 

Peanuts   

Rice   .  .  . 

2, 024 

2, 167 

4,  480 
13 
57 
1 

210 
3,737 
1, 583 
3,444 

11,  577 
398 
109 
1 

306 
4,  092 
6,219 
12, 105 

Babassu  nuts  . 

Potatoes                .  _ 

Rubber    _  _  _  ... 

Cocoa   

61 
3,853 

Coffee  

5,662 

Coffee  (special).  . 

Sugar   ... 

4,304 

2,813 

Charcoal  . 

Brazil  nuts  . 

20 
3 
72 

Onions.  _ 

2 

5 
201 

8 
128 
1 
2 

Carnauba  wax...  _ 

Barley  . 

Tea  

1 
1 

Anise...    __  ______ 

Yerba  mate  

12 

3 

11 

2 
24 
15 

38 

Peas        _  _ 

Beans,  dry 

12 
90 
2 

-  1 
(') 

5 
6 

6 
57 
6 

10 
26 
12 

Fruit  

60 

105 

Tobacco           ...    _  _ 

Sunflower  seed 

Guaxima.. 

(!) 

68 
2 
1 

54 
5 

68 
233 

15 

(!) 

72 
1 

Jute . 

52 
33 
2 
40 
22 
53 
336 
52 
145 
182 
15 
5 
4 
5 

270 
4 

64 

Firewood  . 

Flaxseed  ... 

9 
20 

Flax  fiber. 

18 

68 

Lumber. . 

Castor-beans 

16 

583 

4 

232 
66 
338 
327 
4 
5 

Manioc  (cassava). 

309 

461 

Agri.  machinery 

Mint  

Corn 

36 

74 

60 
2 

Oiticica  seed.. 

Piasava  

Ramie  fiber  .  ... 

1 

Silk  

11 

272 

1 

Tomatoes         _    _  _  .. 

415 

224 

269 
7 

271 
22 
4 
4 

386 

Wheat  

Tung  nuts.. 

Grapes. __    _    ._ 

7 

257 

6 

358 

6 
298 

2 
258 

Other  

290 

Total  agricultural.  

14,  537 
2,  433 
84 

12,  243 
9,  305 
188 

19,  527 
16,  478 
287 

40.  198 
29,  539 
484 

50,  754 
30,  640 
340 

72,  291 
106, 890 
308 

Livestock.  

Agri. -livestock   . 

Total  

17,  054 

21,  736 

36,  292 

70,  221 

81,  734 

179,  489 

i  Less  than  $500. 

Source:  Banco  do  Brasil.  relatorio  de  1944.  Rio  de  Janeiro,  1945, 
See  p.  38. 


AGRICULTURAL  OPERATING  LOANS 

Up  to  1937  the  Bank  of  Brazil  granted  rural 
credit  under  the  same  conditions  as- those  of  any 
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other  deposit  bank  on  promissory  notes  with  at 
least  two  signatures  and  without  requiring  a  mort- 
gage. This  situation  has  been  changed  since  the 
foundation  of  the  Agricultural  and  Industrial 
Credit  Department. 

The  agricultural-  and  industrial-credit  section 
of  this  department  operates,  as  far  as  agriculture 
is  concerned,  only  in  short-  and  medium-term 
credit  up  to  a  maximum  of  3  years  through  the 
bank's  branches,  with  which  borrowers  make  direct 
contracts.  Although  fairly  stringent  control  is 
exercised  over  branch  managers  by  the  central 
office,  the  lending  policies  of  individual  managers 
vary. 

The  section  operates  mainly  with  general  funds 
of  the  bank.  The  bank  is  authorized  to  issue  spe- 
cial notes  in  amounts  equal  to  the  credits  granted 
by  the  section,  and  the  Minister  of  Finance  can 
require  the  official  insurance  institutions,  with  the 
consent  of  their  respective  board  of  directors,  to 
invest  a  certain  percentage  of  their  funds  in  such 
notes. 

For  the  country  as  a  whole,  55  percent  of  all 
the  agricultural  loans  granted  by  the  Bank  of 
Brazil  during  the  7-year  period  1938-44  were  for 
less  than  $1,500.  In  1944,  4  percent  of  the  total 
number  were  for  between  $12.50  and  $250.00,  39 
percent  were  for  less  than  $1,500.00.  Over  the 
7-year  period,  30  percent  of  the  loans  were  between 
$1,500  and  $5,000.    (See  table  4.) 

Livestock  was  the  largest  single  item  against 
which  loans  were  made  by  the  Bank  of  Brazil 
during  the  period  for  which  data  are  available. 
The  next  most  important  was  cotton  if  both  the 
regular  and  the  price-support  loans  are  considered 
together.  The  price-support  loans  amounted  to 
over  $27,000,000  in  1944. 

Sugar,  the  third  most  important  item,  amounted 
to  $12,000,000,  and  rice  was  fourth.  Coffee,  which 
previously  had  been  the  second  or  third  most  im- 
portant, dropped  to  fifth  place,  although  the  total 
amount  loaned  was  higher  than  for  any  previous 
year  for  which  data  are  available.  During  the  past 
year  the  Government  encouraged  the  increased 
production  of  foodstuff.  The  Bank  of  Brazil  re- 
flected this  encouragement  in  its  lending  policy 
by  making  loans  easier  for  food  producers. 

Agricultural  short-term  loans  with  the  Bank  of 
Brazil  are  all  made  on  promissory  notes  secured 
by  chattel  mortgages.  A  loan  is  either  a  crop  or 
a  livestock  mortgage,  according  to  its  nature.  In 
certain  cases,  an  additional  mortgage  on  equip- 
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ment  or  work  stock  may  be  required.  Chattel  mort- 
gages in  favor  of  the  Bank  of  Brazil  precede  any 
other  mortgage,  even  a  real-estate  mortgage  con- 
tracted earlier.  This  practice  naturally  dis- 
courages private  lenders  from  making  either  short- 
or  long-term  loans  to  farmers.  Interest  on  all 
agricultural  loans  of  the  Bank  of  Brazil  is  7  per- 
cent on  the  amount  of  the  loan  outstanding,  plus  a 
0.5-percent  commission  on  the  total  loan. 


Table  4. — Number  of  loans  made  by  the  Bank  of  Brazil, 
■by  size,  1938-44 


Size  of  loans 

1938-39 

1940 

1941 

1942 

1943 

1944 

Number 

Number 

Number 

Number 

Number 

Number 

From  $12.50  to  $250  

423 

959 

1,528 

1,419 

1,047 

(935 

From  $251  to  $500  

617 

1,108 

1, 771 

1,984 

1,832 

2,472 

From  $501  to  $1,000.  

858 

1,558 

2, 359 

2,830 

2,  583 

3,110 

From  $1,001  to  $1,500_._ 

509 

921 

1,392 

1,791 

1,734 

2, 760 

From  $1,501  to  $2,500--- 

590 

948 

1,578 

2,176 

2,019 

3, 364 

From  $2,501  to  $5,000--- 

648 

937 

1,586 

2, 677 

2,  467 

4,406 

Over  $5,000  

627 

787 

1,398 

2, 981 

3,  064 

6,705 

Total..  

4,272 

7,  218 

11,612 

15, 858 

14,  746 

23, 752 

Source:  Banco  do  Brasil.  relatorio  de  1944.  Rio  de  Janeiro.  1945.  See 
p.  40. 


Crop  Loans. — For  production  credit,  the  bank 
requires  the  presentation  of  documents  of  owner  r 
ship,  or  the  right  to  rent  land,  and  a  statement  that 
,  there  is  no  previous  chattel  mortgage.  For  credits 
under  $250,  appraisal  of  crops  may  be  omitted. 
Only  in  the  old  region  of  Ribeirao  Preto,  Sao 
Paulo,  was  this  practice  observed  as  a  regular  part 
of  the  bank  procedure.  Other  bank  managers 
considered  it  unsafe  to  dispense  with  the  appraisal. 
.Charges  for  making  appraisal  and  drawing  up 
documents  are  borne  by  the  applicant  and  are  paid 
at  the  time  of  application. 

The  Bank  of  Brazil  furnishes  crop-production 
credit  for  defraying  all  expenses  through  harvest- 
ing and  processing.  Although  a  loan  is  granted 
only  after  the  crop  is  above  the  ground,  it  usually 
covers  the  cost  of  preparing  the  land,  planting 
the  crop,  and  purchasing  seed  and  fertilizer. 
Loans  may  be  made  up  to  one-third  the  estimated 
value  of  the  coming  crop  and  may  be  granted  for 
a  maximum  period  of  1  year.  The  custom  is  to 
advance  the  cash  in  installments  as  the  need  arises 
rather  than  in  one  lump  sum.  The  loan  must  be 
repaid  from  the  proceeds  of  the  crop.  One  bor- 
rower obtained  a  $30,000-loan  from  the  Bank  of 
Brazil  in  the  following  installments : 

September  $2,500  February  $3,500 

October   2,  500  March   2.  500 

November   4,000  April   2,500 

December   5,  000  May   2,  500 

January   5, 000 
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His  income  was  estimated  as  follows : 

Cotton,  1,800  acres— 1,650  bales— at  $42.50  $70, 000 

Corn,  252  acres— 5,000  bushels— at  $1.00   5, 000 

Rice,  120  acres— 1,275  bushels  at  $4.00   5,100 

In  this  case,  the  bank  manager  followed  no  fixed 
policy  in  granting  the  installments.  If  the  farm- 
er made  a  favorable  contract  for  sacks  or  fertilizer, 
the  bank  granted  the  necessary  money  for  imme- 
diate purchase. 

Livestock. — The  second  type  of  short-term 
credit  granted  by  the  Bank  of  Brazil  is  for  financ- 
ing breeders  and  feeders  of  livestock.  General 
conditions  under  which  this  type  of  credit  is 
granted  are  the  same  as  for  production  credit,  ex- 
cept the  guaranty  is  a  livestock  mortgage.  In  addi- 
tion, a  type  of  medium-term  credit  is  extended  to 
assist  breeders  of  pure-blood  cattle.  This  loan 
may  run  for  as  long  as  5  years,  but  the  amount  may 
not  exceed  one-third  the  appraised  value  of  the 
livestock. 

Another  form  of  medium-term  credit  is  in- 
tended to  enable  farmers  to  buy  work  stock  and 
agricultural  equipment.  It  is  granted  for  a  mini- 
mum of  2  years  and  is  guaranteed  by  a  mortgage 
on  the  work  stock  or  equipment.  The  amount  is 
limited  to  one-third  the  estimated  crop  production 
for  1  year.    It  is,  therefore,  of  little  assistance. 

Coffee.— Before  1938  the  Bank  of  Brazil  had 
no  special  credit  for  coffee.  It  made  loans  only  to 
coffee  shippers  against  bills  of  lading.  It  was  not 
until  1938,  with  the  establishment  of  the  Agri- 
cultural and  Industrial  Credit  Department,  that 
special  consideration  was  given  to  financing  coffee 
production.  During  the  period  1938-39  to  1941- 
42,  coffee  was  financed  on  the  basis  of  one-third  of 
the  value  of  the  probable  production  of  clean 
coffee.  The  value  was  arrived  at  by  using  as  a 
basis  the  price  of  coffee  in  the  export  market. 
Charges,  such  as  freight,  taxes,  and  commissions, 
were  deducted. 

For  the  1942-43  season,  coffee  was  financed  on  a 
"per  tree"  basis.  Three  types  of  loans  were  avail- 
able to  growers  in  amounts  varying  with  the  age 
and  condition  of  the  coffee  trees.  Under  the  first 
type,  growers  were  offered  loans  of  4  cents  per  tree 
for  maintaining  and  caring  for  the  coffee  grove 
and  75  cents  per  bag  of  clean  coffee  for  harvesting, 
processing,  and  transporting  to  market.  This 
financing  was  limited  to  40  percent  of  the  esti- 
mated value  of  the  coffee.  In  estimating  probable 
coffee  production,  allowance  was  made  for  delivery 


of  the  sacrifice  quota  to  the  National  Coffee  De- 
partment. Under  the  second  type,  loans  of  3.5 
cents  per  tree  were  made  for  producing  coffee  and 
75  cents  per  sack  for  processing  it.  The  maximum 
loan  was  50  percent  of  the  value.  Under  the  third 
type,  3  cents  were  loaned  per  tree  and  75  cents  per 
sack,  with  a  maximum  of  60  percent  of  the  value. 
In  cases  where  growers  could  prove  that  the  cost 
of  production  exceeded  the  above  rates,  they  could 
obtain  0.5  cent  more  per  tree.  Maximum  percent- 
age values,  nevertheless,  were  maintained. 

For  the  1943-44  season,  the  same  system  of 
financing  was  maintained,  except  the  maximum 
rates  were  increased  to  4.5,  4,  3.5  cents  per  tree, 
respectively,  and  $1.25  per  bag.  For  the  1944-45 
season,  financing  was  on  the  same  basis  as  that  of 
the  previous  year,  except  that  estimated  produc- 
tion was  limited  to  1,280  pounds  of  unhulled  coffee, 
or  10  sacks,  of  132  pounds  each,  of  clean  coffee 
per  1,000  trees.  The  value  of  this  coffee  was  based 
on  the  prices  of  clean  coffee  in  the  region  of  pro- 
duction. A  maximum  loan  of  60  percent  of  this 
value  could  be  obtained. 

Based  on  this  system  of  financing,  growers  could 
borrow  the  following  amounts  per  acre  during  the 
specified  seasons : 

1941-  42  $4.00-$11.50 

1942-  43    5.00-  9.20 

1943^4    5.50-  12.70 

1944-45  __,   6.35-19.25 

A  special  type  of  medium-term  credit  for  coffee 
planters  was  made  in  order  to  assist  coffee  growers 
during  periods  of  prolonged  drought  and  the  2 
years  in  which  frosts  occurred. 

The  lending  policy  of  the  Bank  of  Brazil  has 
given  rise  to  a  number  of  criticisms  by  borrowers, 
the  most  serious  of  which  are  directed  toward  the 
high  cost  of  credit.  Although  interest  at  7.5  per- 
cent, including  commissions,  is  considered  rela- 
tively low,  compared  with  the  9  to  11  percent 
charged  until  recently  by  other  banks,  actual  costs 
are  even  higher,  especially  for  small  holders.  The 
documents  required  by  the  bank  for  obtaining  a 
chattel  mortgage  must  be  furnished  to  borrowers 
by  registrars  for  50  percent  of  the  usual  fee.  In 
Brazil,  however,  certain  documents  may  be  ob- 
tained more  quickly  if  a  tip  is  given  the  preparing 
clerk,  and  the  full  fee  is  likewise  usually  paid  to 
avoid  delay. 

Mention  has  already  been  made  that  the  bank's 
managers  may,  but  in  general  do  not,  dispense 
with  appraisal  for  loans  under  $250.    Even  for 
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loans  of  from  $250  to  $500,  the  average  appraisal 
charge  is  $10  to  $12.50.  The  duration  of  the  loan 
is  generally  about  8  months  so  that  the  costs  of 
appraisal  are  the  equivalent  of  a  further  interest 
charge  of  3  or  more  percent.  In  addition  to  these 
costs,  are  transportation  charges,  cost  of  lodging 
and  meals,  and  the  loss  of  time  for  those  who  must 
go  to  another  town,  because  there  is  no  branch  of 
the  bank  in  their  community.  All  these  charges, 
furthermore,  must  be  paid  before  any  credit  can 
be  obtained. 

Borrowers  also  object  to  the  bank's  requirement 
of  a  general  chattel  mortgage  on  farm  equipment 
and  livestock,  as  well  as  on  the  crop,  in  making 
short-term  loans.  This  aversion  to  mortgages  is 
partly  psychological  but  results  partly  from  the 
difficulty  in  obtaining  the  bank's  permission  to  sell 
anything  listed  on  the  mortgage. 

The  credit  facilities  and  especially  the  new 
rural-credit  plans  of  the  Bank  of  Brazil  are  not 
widely  known.  The  only  advertising  by  the  bank 
is  the  placing  of  small  signs  in  railway  stations, 
and  many  farmers  are  not  acquainted  with  its 
rural-credit  facilities. 

Borrowers  have  also  complained  about  the  delay 
in  obtaining  a  loan.  Since  it  is  granted  only  after 
the  crop  is  above  the  ground,  funds  are  generally 
lacking  for  early  operations,  such  as  plowing  and 
preparing  the  land,  purchase  of  seed,  and  planting. 

A  further  difficulty  that  producers  encounter 
is  the  bank's  hesitancy  in  financing  any  but  tra- 
ditional crops.  Consequently,  if  a  farmer  has  no 
capital  of  his  own,  he  has  difficulty  in  obtaining 
credit  for  any  new  venture.  In  the  State  of  Sao 
Paulo,  the  Bank  also  refuses  to  grant  production 
credit  for  such  crops  as  rice  and  beans,  because 
they  are  so  easily  affected  by  climatic  conditions. 

Generally,  a  renter  or  tenant  cannot  obtain 
credit  from  the  bank,  although  the  law  provides 
that  he  be  given  equal  consideration  by  the  Bank 
of  Brazil,  and  never  without  first  getting  written 
consent  of  his  landlord.  For  this,  he  must  also 
pay.  Since  sizable  loans  can  be  made  with  less 
time  and  expenditure  on  the  part  of  the  bank  of- 
ficials, even  managers  of  the  Bank  of  Brazil  often 
prefer  to  assist  large  growers.  In  some  instances, 
however,  bank  managers  have  shown  a  definite 
interest  in  helping  small  producers. 

DEBT  CONSOLIDATION 

The  Bank  of  Brazil  grants  long-term  farm- 
mortgage  credit  only  for  the  consolidation  of  rural 


debts  contracted  before  December  31,  1937.  This 
credit  was  created  especially  to  liquidate  unpaid 
debts  incurred  during  the  coffee  depression.  To 
qualify  for  this  type  of  credit,  the  landowner 
must  be  an  agricultural  producer,  and  his  total 
assets  may  not  exceed  his  liabilities  by  more  than 
30  percent.  The  Bank  of  Brazil  will  take  over 
an  applicant's  debts  if  his  creditors  are  agreeable 
to  it,  or  if  the  Board  of  Economic  Adjustment  of 
the  Ministry  of  Finance  decides  favorably  upon 
the  request  of  the  debtor. 

The  bank  issues  to  the  applicant's  creditors 
mortgage  bonds,  which  pay  interest  at  5  percent 
per  annum  and  have  a  maximum  duration  of  20 
years.  The  total  value  of  the  bonds  which  can 
be  distributed  to  the  creditors  of  a  qualified  debtor 
is  75  percent  of  the  value  of  his  estate.  The  ini- 
tial estimate  is  made  by  the  Bank  of  Brazil  but 
usually  is  not  accepted  by  the  creditors ;  so  a  final 
estimate  is  made  by  the  Board  of  Adjustment. 
In  addition,  the  debtor's  liquid  assets  which  are 
not  necessary  for  the  operation  of  his  farm  are 
sold  in.  favor  of  the  creditors.  The  Bank  of  Brazil 
obtains  a  first  mortgage  on  the  debtor's  estate. 
The  debtor  pays  the  bank  8.5  percent  annual  in- 
terest on  the  value  of  the  mortgage  bonds  issued 
against  his  debt,  plus  0.5  percent  commission 
figured  on  the  total  value  of  the  debt  for  the  first 
year  and  on  the  annual  payment  in  subsequent 
years.  Amortization  of  this  debt  is  made  in  equal 
annual  installments.  This  frees  the  debtors  from 
any  other  obligation  in  connection  with  agricul- 
tural debts  contracted  before  December  31,  1937, 
except  those  owed  to  laborers  and  tenants. 

Only  the  home  office  in  Rio  de  Janeiro  and 
branches  in  the  capitals  of  the  States  may  grant 
this  type  of  credit.  Operations  started  early  in 
1941.  On  December  31,  1941,  mortgage  bonds 
amounting  to  $43,500  were  outstanding. 

State-Bank  Credit 

There  are  only  two  State-government  banks  in 
Brazil,  one  in  Sao  Paulo  and  one  in  Parana.  As 
already  mentioned,  Sao  Paulo  is  the  most  im- 
portant agricultural  State  in  the  country.  Be- 
cause of  the  importance  of  the  Bank  of  the  State 
of  Sao  Paulo  in  furnishing  credit  to  farmers,  it 
is  used  here  as  an  example.  The  credit  policy  of 
this  bank,  founded  in  1926,  no  doubt  has  done 
much  to  aid  the  agricultural  development  of  the 
State.    From  the  beginning,  it  has  operated  in 
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the  field  of  rural  short-term  production  and  inter- 
mediate credit,  but  until  recently  its  business  was 
limited  to  large  producers.    (See  table  5.) 

About  6  years  ago,  the  bank  began  making  loans 
to  small  operators.  It  is  now  regarded  as  the  most 
important  source  of  credit  in  this  field  in  the 
State  and  perhaps  in  all  Brazil.  Its  credit  services 
are  in  three  departments :  Commercial  Credit  De- 
partment, the  Real  Estate  Mortgage  Department, 
and  the  Rural  Credit  Department.  The  latter  two 
departments  operate  in  the  field  of  rural  produc- 
tion credit.  Agricultural  loans  are  granted  for 
crop  production,  purchase  of  equipment  and  live- 
stock, and  for  cattle  breeding  and  feeding.  The 
Real  Estate  Mortgage  Department  grants  loans 
above  $1,000;  the  Rural  Credit  Department 
handles  those  of  less  value. 

Agricultural  loans  granted  by  the  Rural  Credit 
Department  are  secured  by  a  crop  or  livestock 
mortgage.  They  cannot  exceed  1  year  but  may 
be  renewed.  Credit  is  limited  to  one-third  of 
the  property  value,  or  70  percent  of  the  estimated 
value  of  the  crop  or  livestock,  whichever  is  lower. 

The  method  of  making  loans  up  to  $1,000  to 
small  producers  has  undergone  an  important 
change  since  it  was  first  instituted.  Up  to  1941, 
such  credit  was  granted  on  a  promissory  note  with 
only  one  signature  required  in  addition  to  the 
chattel  mortgage.  Now,  a  mortgage  on  farm 
equipment  sometimes  is  required  also.  In  some 
instances,  the  bank  requires  that  the  promissory 
note  be  endorsed  by  the  borrower's  neighbors  for 
whom  he  may,  in  turn,  endorse  notes.  A  group 
of  small  operators  thus  becomes  a  type  of  in- 
formal credit  cooperative.  The  advantages  of 
this  system  are  numerous.  The  bank  is  enabled 
to  grant  credit  before  the  mortgage  has  been  es- 
tablished and  to  dispense  with  the  crop  estimate 
and  control  of  operations  which  the  Bank  of 
Brazil  has  found  so  troublesome.  The  Bank  of 
the  State  of  Sao  Paulo  makes  no  charge  for  ap- 
praisal, but  it  could  not  continue  this  practice  on 
a  large  scale  except  for  this  system  of  cooperative 
endorsement. 

The  interest  rate  on  these  loans  is  8  percent. 
No  commission  is  charged.  The  time  limit  is  1 
year  with  a  mortgage  and  180  days  without.  In 
the  latter  case,  the  loan  can  be  renewed.  If  the 
income  from  the  crop  is  insufficient  to  pay  the 
loan,  the  bank  will  extend  it  for  a  year  and  finance 
a  new  crop.  In  the  case  of  a  livestock  loan,  the 
credit  limit  is  70  percent  of  the  estimated  value 


of  the  livestock  income,  although  in  practice  one- 
third  the  value  is  generally  granted.  Usually 
credit  is  given  in  one  lump  sum  because  of  the 
cooperative  endorsement.  The  loan  is  repaid  as 
the  crop  is  sold,  but  borrowers  are  not  forced  to 
sell  immediately  after  the  crop  is  harvested. 

The  bank  advertises  its  small-loan  service  fairly 
well.  As  a  result,  it  apparently  has  been  able 
to  counteract  the  propaganda  of  the  merchants. 
It  has  overcome,  to  a  greater  degree  than  has  the 
Bank  of  Brazil,  the  general  distrust  and  ignorance 
of  the  rural  population  regarding  mortgage  credit 
with  banks.  Bank  managers  go  out  to  small  hold- 
ers, personally  offering  credit  and  explaining  its 
terms.  Printed  publicity  is  generally  posted  in 
places  frequented  by  farmers,  such  as  the  Govern- 
ment cottonseed  stations. 

The  credit  system  for  small  holders  provided 
by  the  Bank  of  the  State  of  Sao  Paulo  is  preferred 
by  many  borrowers  to  that  of  the  Bank  of  Brazil. 
The  Sao  Paulo  bank's  rate  of  interest  is  only  0.5 
percent  higher,  including  commission,  and  it  is 
less  formal  in  making  a  loan  and  makes  no  charge 
for  appraisal.  By  State  decree  of  October  1941, 
borrowers  are  exempt  from  payment  of  fees  for 
documents  if  the  loan  is  for  less  than  $250.  If  it 
is  for  less  than  $1,000,  the  borrower  pays  50  per- 
cent of  the  usual  fees  for  documents.  The  Bank 
of  the  State  of  Sao  Paulo  insists  that  registrars 
deliver  the  documents  within  48  hours  after  a  re- 
quest is  received  and  will  grant  "credit  before  a 
mortgage  can  be  established. 

Certain  general  features  in  this  bank's  credit 
system  have  been  criticized,  however,  by  many 
small  holders.  The  credit  limit  of  one-third  of 
the  value  of  the  product,  as  in  the  case  of  the  Bank 
of  Brazil,  is  considered  inadequate.  Likewise, 
general  financing  takes  place  only  after  a  crop  has 
appeared  above  the  ground,  which  gives  rise  to  the 
same  objections  as  encountered  by  the  Bank  of 
Brazil.  There  are  also  the  same  complaints  about 
the  financing  of  new,  or  hazardous,  crops. 


Table  5. — Production-credit  loans  made  by  the  Bank  of 
the  State  of  Sao  Paulo,  Brazil,  1935-U 


Year 

Amount 

Year 

Amount 

1935  

1,000  dollars 
1,498 
1,528 
2,180 
1,473 
1,348 

1940  ____  

1,000  dollars 
■  1, 134 
1,092 
1,052 
1,023 
1,137 

1936-  ._  

1941   

1937    

1942   

1938  

1943    

1939  

1944   

Source:  Banco  do  Estado  de  Sao  Paulo,  S.  A.  relat6rio.  1945. 
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No  data  are  available  on  production  and  inter- 
mediate loans  to  large  producers.  The  following 
figures  show  the  development  of  the  bank's  loans 
(outstanding  at  end  of  calendar  year,  which  is  in 
the  middle  of  the  growing  period)  not  exceeding 
$1,000:  1940,  $427,504;  1941,  $403,361;  1942, 
$918,628.1 

The  situation  of  small  holders  with  mortgaged 
land  and  of  tenants  was  no  better  than  that  of 
borrowers  from  the  Bank  of  Brazil. 

In  1942  the  bank  financed  a  group  of  agricul- 
tural cooperatives  on  a  large  scale  for  the  first 
time.  They  were  primarily  Japanese  coopera- 
tives, which  had  usually  obtained  credit  from  the 
Bank  of  Brazil.  That  year  they  had  been  black- 
listed and  were  refused  credit  by  that  bank. 

LIVESTOCK  LOANS 

In  March  1946  the  Sao  Paulo  State  government 
authorized  the  Bank  of  the  State  of  Sao  Paulo  to 
make  loans  to  livestock  breeders  and  dairymen. 
The  decree,  establishing  this  credit,  stated  con- 
ditions under  which  loans  could  be  made.  The 
apparent  intention  of  the  decree  was  to  encourage 
the  production  of  pure-blood  and  high-bred  beef 
lines  and  to  stimulate  milk  production. 

Basic  conditions  laid  down  in  the  law  require 
that  all  borrowers  own  30  hectares  (74  acres)  with- 
in 20  kilometers  (12.4  miles)  of  cities  of  40,000 
population,  or  150  hectares  (370  acres)  if  the 
distance  is  greater  than  20  kilometers.  ■  To  obtain 
a  dairy  loan  the  farmer  must  live  close  to  a  city 
or  large  town,  milk  station,  railroad  stop,  or  near 
a  highway.  The  cattle  must  be  registered  with  a 
herd-improvement  association,  and  the  cows  must 
be  tested  regularly  by  an  official  from  a  testing 
association. 

The  borrower  must  be  an  established  breeder  or 
dairyman ;  he  cannot  be  a  broker  or  a  trader.  If 
he  wishes  to  buy  cattle,  they  must  be  Holstein, 
Flemish,  Danish,  Ayrshire,  Guernsey,  Jersey,  or 
other  breeds  approved  by  the  State  Secretariat  of 
Agriculture.  The  borrower  must  have  year-round 
pasture  or  pasture  during  the  growing  season  and 
an  ample  supply  of  feed  for  the  winter  months. 
A  dairyman  must  have  a  sanitary  barn  for  at  least 
20  cows  and  1  bull  and  must  agree  to  keep  them 
housed  at  least  half  the  time.  Dry  cows,  steers, 
and  calves  may  run  in  pastures  a  higher  percent- 
age of  the  time,  but  some  dry  feed  must  be  given 
the  calves  every  clay.    The  cows  must  have  been 

1  From  O  Estado  de  Sao  Paulo,  March  20,  1943. 


tested  for  tuberculosis  and  Bang's  disease.  A  bor- 
rower desiring  a  loan  to  construct  buildings  must 
plan  to  accommodate  at  least  75  head  of  milk  cows. 

Loans  for  the  purchase  of  cattle  will  be  made  in 
two  installments :  The  first  when  the  contract  is 
signed  and  the  second  when  the  purchase  has  been 
approved  by  an  official  of  the  Secretariat  of  Agri- 
culture. Loans  on  Holstein,  Flemish,  Danish 
Ayshire,  Guernsey,  Jersey,  or  other  cattle  will  be 
limited  to  the  following  rates:  Bulls,  purebred, 
$500,  cross  of  purebreds  $300;  cows,  purebreds, 
$400,  cross  of  purebreds  $200,  grades  $75  to  $150. 
For  the  few  remaining  cattle,  loans  for  bulls  will 
range  from  $400  to  $750 ;  for  cows,  from  $300  to 
$500. 

Loans  for  the  construction  of  buildings,  after 
being  approved,  will  be  made  in  four  installments : 
(1)  When  construction  is  started,  (2)  when  the 
roof  is  on,  (3)  when  the  walls  are  plastered,  and 
(4)  when  construction  is  completed.  Loans  for 
silos  and  dipping  vats  are  made  in  two  install- 
ments; the  first  when  construction  is  started  and 
the  second  when  construction  is  finished.  Two- 
thirds  of  equipment  loans  are  made  when  the  pur- 
chase is  approved  and  the  rest  when  the  sale  is 
completed. 

If  funds  are  insufficient  to  grant  all  requests  for 
loans,  preference  will  be  given  to  farmers  in  the 
following  order:  (1)  Those  having  the  best  sum- 
mer and  winter  pastures;  (2)  those  having  the 
best  facilities  for  curing  hay ;  (3)  suppliers  of  milk 
to  cities  and  towns  or  to  milk  stations  or  cream- 
eries; (4)  breeders  of  purebred  or  crosses  of  pure- 
bred milk  cows;  and  (5)  farmers  having  better 
sanitary  conditions  and  feeding  programs  for  the 
production  of  milk.  All  loans  must  be  approved 
by  the  Department  of  Animal  Production,  Secre- 
tariat of  Agriculture.  Officials  of  this  organiza- 
tion must  also  approve  the  barns,  silos,  dipping 
vats,  and  equipment  which  the  borrower  wishes 
to  purchase. 

LONG-TERM  CREDIT 

At  present  the  Bank  .of  the  State  of  Sao  Paulo  is 
the  only  institution  granting  farm-mortgage 
credit  in  Brazil.  Its  predecessor,  the  Bank  of 
Agricultural  and  Mortgage  Credit,  always  had 
granted  a  certain  amount  of  this  credit  within 
the  limits  of  its  capital  and  other  business.  In 
order  to  expand  operations  in  this  field,  after  its 
reorganization  into  the  Bank  of  the  State  of  Sao 
Paulo,  it  contracted  with  a  London  firm  for  the 
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issue  of  a  gold  loan  in  four  series  in  1926,  1927, 
1928,  and  1929.  Only  three  series  had  been  issued 
when  the  1929  crisis  stopped  any  further  issues. 
These  loans  amounted  to  a  total  of  $17,711,000, 
based  on  exchange  rates  in  force  at  that  time. 
They  were  reissued  at  91  at  an  interest  rate  of  6 
percent.  To  guarantee  the  gold  loan,  the  Bank 
of  the  State  of  Sao  Paulo  issued  $17,711,000  in 
mortgage  bonds,  which  were  deposited  as  col- 
lateral, and  always  has  kept  up  the  debt  service, 
although  exchange  restrictions  have  not  always 
permitted  the  transfer  of  funds  to  London.  The 
bank  used  this  money  for  loans  on  liberal  terms, 
principally  to  rural  borrowers.  About  30  percent 
of  the  debtors  defaulted  after  the  drop  in  coffee 
prices,  and  at  present  about  50  percent  of  the  loan 
is  still  outstanding. 

During  the  period  1929-39  the  bank  granted 
practically  no  farm-mortgage  loans.  Bank  officials 
hoped  they  would  be  able  to  raise  another  loan  in 
London  in  order  to  obtain  funds  more  cheaply 
than  in  the  Brazilian  market.  The  outbreak  of 
war,  however,  shattered  these  hopes,  and  the  bank 
reentered  the  field  of  rural-mortgage  credit  in  only 
a  limited  way. 

Loans  at  present  are  granted  by  the  mortgage 
department  of  the  bank.  They  are  made  up  to  one- 
third  of  the  value  of  the  property;  interest  is  8 
percent  per  annum.  Loans  are  made  for  not  less 
than  5  years  and  not  more  than  15  years.  They 
are  not  intended  for  the  purchase  of  property,  and 
no  control  is  exercised  over  the  use  made  of  the 
funds.  Amortization  is  made  in  equal  annual  in- 
stallments. 

Eighteen  farm  mortgage  loans  were  made  dur- 
ing 1942,  totaling  $78,281.  On  December  31,  1944, 
there  were  148  loans,  amounting  to  $1,397,000,  out- 
standing.   (See  table  6.) 

Commercial-Bank  Credit 

There  were  in  Brazil  in  1942,  216  banks  which 
had  1,003  agencies.  Of  the  total  number,  80  banks 
were  listed  as  foreign.  Some  make  agricultural 
loans,  and  all  finance  business,  industry,  and  com- 
merce. Loans  on  agricultural  products  are  made 
on  warehouse  receipts  and  bills  of  lading. 

Commercial  deposit  banks  operating  in  rural 
sections  may  be  divided  into  two  classes.  The  first 
class  comprises  the  branch  banks,  with  the  home 
office  in  the  principal  city  of  the  region  and  repre- 
sentatives in  different  sections  of  the  trade  terri- 


tory, sometimes  as  much  as  a  thousand  miles  or 
more  from  the  home  office.  The  second  class  con- 
sists of  small  local  banking  houses. 


Table  6. — Farm-mortgage  credit  outstanding  in  Sao  Paulo, 
Brazil,  1935-U 


Year 

Loans 

Amount 

Year 

Loans 

Amount 

1935  

Number 
158 
155 
159 
172 
166 

1,000 
dollars 
1,606 
1,301 
1,391 
1,587 
1,541 

1940  

Number 
150 
165 
180 
176 
148 

1,000 
dollars 
1,278 
1,496 
1,458 
1,448 
1, 397 

1936  

1941  

1937  

1942  

1938  

1943  

1939  

1944  

All  these  banks  have  a  relatively  small  capital 
and  surplus  in  relation  to  their  deposits.  As  in 
the  case  of  the  Bank  of  Brazil  and  the  Bank  of  the 
State  of  Sao  Paulo,  branches  are  not  limited  to 
their  local  funds  for  making  loans.  They  may  re- 
discount notes  with  each  other  and  also  with  the 
Rediscount  Department  of  the  Bank  of  Brazil. 
That  department  is  administered  like  any  other  of 
the  Bank  of  Brazil,  except  that  its  accounting  is 
separate.  It  obtains  its  funds  at  2  percent  from 
the  Federal  Treasury.  The  Rediscount  Depart- 
ment lends  its  funds  at  a  rate  established  by  the 
Bank  of  Brazil's  administration.  The  rate  at 
present  is  7  percent.  Profits  of  the  department 
are  divided  between  the  bank  and  the  Treasury. 

The  rediscount  limit  is  low — 50  percent  of  the 
capital  and  surplus  of  the  bank  or  cooperative. 
Under  these  conditions,  local  commercial  deposit 
banks  have  to  do  most  of  their  rediscounting  with 
larger  banks.  Recently  the  local  banks  have  re- 
discounted  on  a  larger  scale  than  before  1942. 

The  system  for  granting  loans  by  commercial 
deposit  banks  is  different  from  that  of  the  Bank 
of  Brazil  and  Bank  of  the  State  of  Sao  Paulo.  In 
the  first  place,  none  of  these  banks  have  a  special 
type  of  rural  credit.  They  grant  ordinary  credit 
by  means  of  a  promissory  note  without  specifying 
the  use  to  which  the  credit  is  to  be  put.  No  mort- 
gage is  taken  either  on  the  borrower's  land 
or  on  his  crop  or  livestock.  The  borrower's  note 
must  be  endorsed  by  a  person  of  good  credit  stand- 
ing. Mutual  endorsements  of  small  holders  are 
not  accepted  by  commercial  deposit  banks.  Gen- 
erally credit  is  granted  for  a  maximum  of  120 
days.  In  exceptional  cases,  some  of  the  local 
banks  will  grant  credit  for  as  long  as  150  days,  but 
notes  cannot  be  extended. 

A  rotation  system  has  developed  whereby  bor- 
rowers go  from  one  bank  to  another,  repaying  the 
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first  bank's  credit  by  means  of  a  loan  taken  from 
a  second.  Interest  rates  on  these  loans  go  up  to 
11  percent  and  are  rarely  below  9  percent.  The 
costs  to  the  borrower  are  higher,  because  he  must 
pay  the  charges  connected  with  obtaining  each  new 
loan.  Generally  he  cannot  keep  his  loan  the  full 
period,  because  he  must  make  arrangements  at 
other  banks  which  may  not  fit  in  with  his  earlier 
loan.  Frequent  collusion  between  some  of  these 
banks  and  the  local  cotton  ginners,  other  proces- 
sors, or  dealers  force  the  borrowers  to  sell  their 
produce  to  a  designated  purchaser  at  a  discount. 
Maximum  credit  is  often  less  than  25  percent  of  the 
estimated  value  of  the  product,  though  there  is  no 
rigid  rule.  Frequently  local  banks  are  far  more 
liberal  than  branches  of  large  deposit  banks. 

Many  local  banks  appear  to  be  more  liberal  in 
their  lending  policy  than  the  Bank  of  Brazil,  the 
Bank  of  the  State  of  Sao  Paulo,  or  branches  of 
other  big  banks.  In  many  cases  what  appears  to 
be  almost  reckless  lending  actually  is  wise  credit 
making  because  of  the  local  banker's  better  under- 
standing of  his  own  community.  A  number  of 
local  bankers  would  extend  their  rural  credit  for 
longer  periods  on  the  same  conditions  as  at  pres- 
ent if  they  could  rediscount  more  liberally  with  the 
Bank  of  Brazil.  They  also  could  lend  funds  at  a 
lower  rate  if  the  present  rediscount  rate  of  7  per- 
cent were  reduced. 

Local  banks  also  finance  farmers  indirectly 
through  merchants.  Merchants  borrow  funds 
directly  and  also  discount  notes  with  local  banks, 
and  in  turn  they  make  loans  to  farmers  for  the 
purchase  of  seed,  fertilizer,  insecticide,  equipment, 
livestock,  and  living  expenses. 

There  are  a  number  of  savings  banks  in  the 
larger  towns  and  cities  of  Brazil.  For  the  most 
part  they  make  loans  to  town  and  city  people. 

Merchant  Credit 

Merchant  credit  is  supplied  by  processors  of 
agricultural  products,  intermediaries,  and  retail 
merchants.  Cotton  ginners  constitute  the  most 
important  group  of  lending  processors.  They  are 
in  a  good  position  to  furnish  cotton-production 
credit,  since  they  follow  growers  into  the  areas  of 
production.  In  1945,  ginners  charged  growers  1 
percent  interest  per  month,  plus  a  charge  of  60 
to  75  cents  per  bale  of  cotton.  They  usually  had 
the  right  to  buy  the  farmer's  entire  cotton  pro- 
duction. This  type  of  credit  costs  more  than  bank 


credit,  especially  since  the  grower  cannot  shop 
around  when  selling  his  cotton.  Growers  have  de- 
pended upon  this  type  of  financing,  because  gin- 
ners are  more  liberal  with  their  credit  allowance's 
than  are  other  sources  of  agricultural  credit  and 
usually  are  in  more  direct  contact  with  producers. 
Many  believe  that  ginners  offering  this  type  of 
credit  have  done  much  to  encourage  cotton  pro- 
duction in  the  State  of  Sao  Paulo.  Large  cotton 
ginners  frequently  finance  intermediaries  who,  in 
turn,  make  loans  to  farmers ;  so  the  ginner  has  no 
responsibility  for  supervising  the  farmer's  crop 
or  making  appraisals. 

The  most  important  group  of  intermediaries 
also  finance  cotton  producers.  They  lend  the 
grower  money  as  it  is  "needed  and  take  payment 
when  the  crop  is  harvested.  Producers  are  loaned 
from  $2.50  to  $3.25  per  acre.  Interest  rates  vary 
from  10  to  12  percent  per  year.  The  intermediary 
frequently  charges  $2.50  a  bale  as  commission  for 
granting  the  loan.  Producers  like  this  type  of 
credit,  since  it  is  easy  to  obtain  and  no  mortgage 
is  taken  on  the  crop.  In  some  sections,  intermedi- 
aries are  more  liberal ;  they  grant  $4  an  acre,  take 
a  mortgage  on  the  crop,  and  charge  only  10  percent 
interest  instead  of  the  usual  12. 

The  local  coffee  merchant  frequently  finances 
the  small  coffee  grower.  He  grants  the  producer 
any  amount  of  money  up  to  the  full  value  of  his 
estimated  production.  The  grower  may  borrow 
on  installment  or  in  lump  sum.  The  merchant 
charges  1  percent  per  month  for  the  unpaid  bal- 
ance, plus  the  right  to  buy  the  crop  at  a  price 
usually  fixed  in  advance.  Rice  merchants  in 
central  Brazil  offer  growers  about  the  same  type 
of  terms. 

Growers  frequently  purchase  fertilizer,  seed, 
and  foodstuffs  on  credit  from  local  merchants  even 
when  relatively  cheap  bank  credit  is  available. 
Such  loans  are  usually  repaid  at  harvest.  In  most 
cases,  the  dealers  charge  no  interest  but  adjust 
prices  of  the  commodities  purchased.  Farm-ma- 
chinery merchants  also  extend  credit,  usually  in 
the  form  of  installment  payments  on  equipment. 

Landowners  are  an  important  source  of  credit 
for  sharecroppers  and  tenants.  Although  under 
the  laws  of  Brazil,  sharecroppers  and  tenants 
are  eligible  for  credit  from  both  the  Bank  of 
Brazil  and  the  Bank  of  the  State  of  Sao  Paulo, 
most  sharecroppers  obtain  credit  from  their  land- 
lords. When  landlords  furnish  the  sharecroppers' 
requirements  from  plantation  stores,  interest  rates 
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may  run  as  high  as  2  percent  a  month.  Many 
landlords,  however,  prefer  not  to  operate  stores 
but  arrange  with  a  merchant  in  a  nearby  town  to 
provide  the  sharecroppers'  needs.  Renters  gener- 
ally find  processors,  intermediaries,  and  retail 
merchants  more  satisfactory  sources  of  production 
credit  than  the  banks,  which  require  prior  consent 
from  landlords. 

Agricultural-Cooperative 
Credit 

In  1941  there  were  150  agricultural  credit  co- 
operatives in  Brazil.  Of  the  290  cooperatives 
listed  in  1942,  in  the  State  of  Sao  Paulo,  which  is 
taken  as  an  example,  32*  were  considered  to  be 
specializing  in  agricultural  credit.  They  had 
3,069  members  and  a  capital  stock  of  $241,454. 
The  15  most  important  loaned  a  total  of  $1,100,653 
to  a  total  of  3,633  borrowers.  In  order  to  assist 
small  producers  and  renters,  the  State  Department 
for  Assistance  to  Cooperatives  is  trying  to  organ- 
ize more  agricultural  credit  cooperatives.  They 
obtain  their  funds  largely  from  the  Bank  of  Brazil 
and  the  Bank  of  the  State  of  Sao  Paulo. 

In  addition  to  specialized  agricultural  coopera- 
tives, practically  all  other  types  of  cooperatives 
offer  assistance  to  their  members  in  the  form  of 
merchant  credit.  Whenever  a  member  wishes  to 
obtain  seed,  fertilizer,  insecticides,  or  other  neces- 
sities for  the  operation  of  a  farm  and  articles 
necessary  for  maintenance  of  the  borrower  and 
his  family,  the  cooperative  extends  the  credit  as 
needed.  The  amount  granted  any  one  borrower 
is  limited  to  the  size  of  the  prospective  farm  in- 
come. Such  income  includes  the  sale  of  all  types 
of  products,  not  just  the  customary  cash  crops 
used  for  securing  bank  loans.  As  a  rule,  coopera- 
tives charge  the  same  interest  rate  as  that  of  the 
Bank  of  the  State  of  Sao  Paulo.  In  one  instance, 
however,  the  cooperative  charged  1  percent  more 
in  order  to  cover  its  expenses  for  making  such 
loans.  A  cooperative  is  reasonably  sure  of  col- 
lecting its  loans,  since  all  the  borrowers '  are 
members  who  sell  largely  through  the  organization. 

Price-Support  Loans 

Brazil,  like  many  other  countries  in  the  world, 
has  been  giving  assistance  to  growers  through 
price-support  loans.  The  most  comprehensive 
and  effective  have  been  for  cotton.    All  support 


loans,  except  on  coffee,  have  been  made  through 
the  Bank  of  Brazil.  Coffee  is  a  story  in  itself  and 
will  be  discussed  elsewhere. 

Prior  to  February  1941,  the  Bank  of  Brazil 
made  loans  on  baled  cotton  based  on  60  percent  of 
the  current  market  value.  The  rate  was  too  low 
to  be  an  effective  price-support  measure.  On 
February  15,  1941,  the  Ministry  of  Finance, 
through  the  Bank  of  Brazil,  attempted  a  price- 
support  program  by  means  of  a  cotton  loan.  It 
established  a  base  rate  of  5.83  cents  a  pound,  or 
the  current  market  price,  whichever  was  higher. 
The  loan  ran  for  6  months,  with  the  option  of 
renewal  on  payment  of  interest  and  other  charges 
on  the  renewal  date.  The  interest  rate  was  7 
percent,  the  same  as  for  other  agricultural  loans. 
The  loan  rate  has  changed  eight  times  (table  7) 
and  for  the  1944-45  season  stood  at  14.06  cents  a 
pound,  or  somewhat  below  the  market  price. 

Such  charges  as  interest,  commissions,  taxes,  and 
inspection  fees  are  deducted  from  the  base  rate  to 
give  the  grower  the  net  rate  shown.  Premiums 
and  discounts  were  made  for  grades  above  and  be- 
low grade  5,  the  base  grade.  The  loans  were  non- 
recourse. In  case  the  market  dropped  below  the 
loan  rate  the  grower  could  not  be  called  upon  for 
more  money  to  make  up  the  difference  between  the 
loan  rate  and  the  market  prices. 

Following  the  recommendation  in  June  1945  of 
Sao  Paulo  agriculturalists  and  industrialists,  the 
Federal  Government,  through  the  Bank  of  Brazil, 
established  minimum  prices  for  principal  food- 
stuffs by  means  of  nonrecourse  commodity  loans 
on  July  24, 1945.  The  loan  rates  are  the  equivalent 
of  f.  o.'b.  prices  for  products,  packaged  in  export 
bags,  stamped  with  the  date  of  harvest,  classified 
by  Government  graders,  fumigated,  and  stored  in 
warehouses  approved  by  the  Bank  of  Brazil.  Any 
holder  of  these  commodities  produced  during  the 
1945-46  crop  year  could  use  them  as  collateral. 


Table  7. 


-Government  loan  rate  for  cotton  in  Brazil, 
specified  years 


Effective  date 


Feb. 
June 
Nov. 
June 
Mar. 
June 
Apr. 
Sept. 
Dec. 


15,  1941.. 
6,  1941 
3,  1941.. 
19,  1942. 
30,  1943. 
19,  1943. 
1,  1944.. 
30,  1944. 
27,  1944. 


Basis 


Gross... 

 do. 

 do. 

 do- 


do. 

Net  

 do. 

Gross... 
 do. 


Net  rate  to 
owner 


Cents  per 
pound 

5. 83 
6.48 
7.32 
9.11 
9. 71 
10.  79 
10. 87 
13.50 
14.  06 
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On  July  31, 1946,  the  Bank  of  Brazil  had  a  stock 
of  600,000  bales  of  cotton.  Most  of  it  was  acquired 
before  the  rise  in  prices  during  the  past  year  so 
that  the  bank  has  made  rather  than  lost  money  on 
this  operation.  Market  prices  of  other  com- 
modities rose  above  the  support  price  with  the  re- 
sult that  none  of  them  were  delivered  to  the  bank. 

Summary 

Over  the  past  10  years,  since  Brazil  has  been 
attacking  the  problem  of  credit  for  farmers,  con- 
siderable progress  has  been  made.  Efforts  of  the 
Bank  of  Brazil  and  the  State  banks  have  been 
directed  toward  lowering  interest  rates  and  en- 
couraging farmers  to  seek  operating  loans  from 
credit  institutions  rather  than  from  the  more  ex- 
pensive local-merchant  sources. 

Various  factors,  but  primarily  lack  of  capital, 
have  kept  Brazil's  interest  rates  comparatively 
high.  With  the  recent  improvement  in  the  fin  an - 
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cial  position  of  the  country,  there  is  hope  that  in- 
terest rates  may  gradually  be  lowered.  Such  a 
development  would  tend  to  benefit  Brazil's  agricul- 
tural borrowers  and  increase  their  use  of  rural 
credit.  Some  method  to  make  credit  more  readily 
available  to  small  growers,  particularly  in  the  more 
recently  opened  areas  would  be  helpful.  Wider 
publicity  for  existing  credit  services  also  seems 
desirable. 

Real-estate-mortgage  credit  is  still  greatly  in- 
adequate. Although  all  types  of  farmers  are 
handicapped  by  this  shortage,  it  is  especially  hard 
on  small  farmers  who  wish  to  buy  their  own  farms. 
This  problem  will  likely  become  increasingly  im- 
portant as  more  and  more  small  farmers  move 
into  frontier  sections  and  cut  farms  for  themselves 
out  of  the  jungle.  The  Federal  Government  is 
encouraging  this  type  of  development  and  will  no 
doubt  soon  provide  credit  facilities  for  these  fron- 
tiersmen, as  well  as  for  other  farmers  in  more 
developed  areas. 


Brazilian  Credit 


Denmark's  Postwar  Agricultural- 
Export  Trade 


by  KAREN  J.  FRIEDMANN* 

Throughout  the  war,  Denmark  continued  to  export 
agricultural  products,  though  on  a  much-reduced  scale, 
compared  with  prewar  times,  and  obviously  only  to  those 
countries  within  the  German  orbit.  In  prewar  years,  as 
is  well  known,  Great  Britain  was  Denmark's  largest 
customer  for  livestock  products,  taking  some  75  percent 
of  total  butter  exports,  90  percent  of  the  bacon,  and  70 
percent  of  total  egg  exports.  Germany  was  second  in 
importance.  At  the  time  of  the  liberation,  May  1945, 
Denmark  was  ready  and  anxious  to  reestablish  its  trade 
with  Great  Britain,  and  shipments  of  foodstuffs  were 
immediately  resumed,  with  conditions  regarding  price 
and  quantities  to  be  agreed  upon  later.  The  development 
of  the  export  trade  under  the  agreements  concluded  is 
indicative  of  the  postwar  problems  of  Danish  agriculture. 

During  the  early  years  of  the  German  occupa- 
tion, prices  of  Denmark's  agricultural  export 
products  advanced  sharply,  but  from  about  1942 
and  until  the  liberation  they  remained  fairly  stable 
at  this  higher  level.  The  end  of  the  war,  however, 
also  found  Danish  agriculture  with  high  costs  of 
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production,  partly  because  of  higher  prices  gen- 
erally and  a  marked  increase  in  the  wages  of  agri- 
cultural labor,  and  partly  because,  owing  to  lack 
of  imported  feedstuff's,  etc.,  Danish  agriculture 
was  operating  well  below  its  level  of  greatest  ef- 
ficiency. As  a  consequence,  when  trade  with  Great 
Britain  was  resumed,  prices  of  Danish  butter, 
bacon,  and  eggs  were  considerably  above  those 
paid  by  Great  Britain  for  similar  products  from 
the  Dominions. 

Trade  With  Great  Britain 

Following  prolonged  price  negotiations,  a  Trade 
and  Payments  Agreement  was  concluded  with 
Great  Britain  in  the  late  summer  of  1945.  This 
agreement  provided  for  substantial,  though  grad- 
ual, price  reductions,  whereby  Danish  prices  in 
the  course  of  an  18-month  period  were  supposed 
to  be  brought  down  to  the  level  of  Dominion 
prices — this  in  spite  of  the  fact  that  the  price 
index  for  the  commodities  which  Denmark  im- 
ports was  higher  than  the  export -price  index  be- 
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fore  these  reductions.  The  agreement  was  much 
criticized  in  Denmark,  not  least  on  these  grounds. 
There  was,  of  course,  no  lack  of  more  or  less  tempo- 
rary markets  where  higher  prices  could  be  ob- 
tained for  Danish  livestock  products  at  the  end 
of  the  war,  but  the  Danes  considered  it  essential 
to  reestablish  their  position  in  the  British  market 
and  agreed  to  the  reductions.  In  view  of  the  high 
cost  of  production,  it  was  deemed  impossible  to 
pass  the  full  reduction  on  to  the  farmers,  and 
legislation  was  enacted  providing  subsidies  for 
butter  and  bacon  exports  for  the  crop  year  1945-46. 

Some  observers — both  in  Great  Britain  and 
Denmark — maintained  that  a  part  of  the  difficulty 
was  due  to  the  fact  that  at  the  end  of  the  war 
the  Danish  krone  had  been  fixed  at  too  high  a 
value  in  relation  to  sterling.  There  does  not,  how- 
ever, seem  to  be  any  indication  that  Denmark 
is  contemplating  devaluation.  The  country  is 
greatly  in  need  of  imports  and  is  importing 
heavily;  the  inflationary  effects  of  a  devaluation 
would  therefore  be  a  serious  factor  to  consider 
and  are  obviously  not  wanted. 

At  the  time  of  the  agreement,  apparently  the 
expectation  was  that  prices  of  imported  f eedstuffs 
and  other  agricultural  raw  material  would  go 
down.  This,  however,  did  not  materialize,  and 
labor  costs  also  continued  to  rise.  During  the 
winter  and  spring  of  1946,  the  demand  for  a  re- 
vision of  the  agreement  with  Great  Britain  became 
more  and  more  insistent,  and  in  July  1946  a  new 
price  agreement  was  signed.  According  to  this 
agreement,  the  gradual  downward  revision  of 
prices,  agreed  to  in  1945,  was  halted,  and  some- 
what higher  prices  than  those  prevailing  at  the 
time  of  the  1946  negotiations  were  fixed  for  the 
year  1946-47.  The  agreements  also  contain  a  num- 
ber of  stipulations  regarding  the  amounts  of  live- 
stock products  to  be  exported  to  Great  Britain  in 
the  period  1946-47  through  1948^t9,  assuring  this 
market  a  large  share  of  the  exports  of  butter, 
bacon,  and  eggs.  The  following  provisions  were 
in  the  agreement : 

Butter. — Exports  of  butter  to  Great  Britain  in  1946 
were  to  be  at  least  47,300  short  tons  plus  90  percent  of  any 
amount  exported  by  Denmark  in  1946  over  and  above 
84,700  tons.  For  the  period  January  1  to  September  30, 
1947,  Denmark  is  to  sell  to  Great  Britain  62.5  percent  of 
the  first  80,300  tons  exported  plus  90  percent  of  the  rest. 
For  the  production  years  1947-48  and  1948-49,  the  Danish 
Government  will  in  due  course  discuss  with  the  British 
Government  quantities  and  prices  of  butter  for  export  to 
Great  Britain,  and,  until  these  discussions  have  taken 


place  for  the  respective  years,  Denmark  will  not  sell  up  to 
the  end  of  the  following  calendar  year  more  than  33,000 
tons  of  butter  to  countries  other  than  Great  Britain.  Dis- 
cussions concerning  each  production  year  will  take  place 
before  the  production  year  begins. 

Bacon. — Denmark  was  to  attempt  to  deliver  45,100  short 
tons  of  bacon  during  the  calendar  year  1946.  For  the 
period  January  1  to  September  30,  1947,  Great  Britain  is 
to  receive  90  percent  of  the  Danish  bacon  exports  and 
the  same  share  for  the  crop  year  1947-48  on  certain  con- 
ditions. Provided  that  Denmark  during  the  production 
year  1947-48  exports  to  the  United  Kingdom  90  percent  of 
its  exportable  surplus,  the  United  Kingdom  will  take 
from  Denmark  up  to  110,000  tons  of  bacon  in  1948^9. 

Eggs. — From  August  1  to  December  31,  1946,  Denmark 
was  to  deliver  to  Great  Britain  its  total  export  surplus, 
with  the  exception  of  688  short  tons.  In  1947-48  Great 
Britain  is  to  have  85  percent  of  total  exports.  For  1948-49 
Denmark  will  offer  either  the  same  share  of  its  egg  export, 
or  else  the  average  of  the  amount  exported  in  1946-47  and 
1947-48  plus  60  percent,  whichever  provision  will  result 
in  the  smaller  amount. 

Prices  were  fixed  for  the  year  1946^17,  and  new 
price  negotiations  are  anticipated  before  the  be- 
ginning of  each  of  the  next  two  crop  years.  It 
is  even  possible  that  a  revision  of  the  prices  for 
the  latter  part  of  the  year  1946^7  may  take  place 
if  conditions  affecting  production  of  the  export 
products  change  materially.  There  are  indica- 
tions that  a  demand  for  such  a  revision  with 
respect  to  butter  has  been  made. 

The  new  prices  fixed  in  the  agreement  were  still 
not  high  enough  to  cover  the  present  cost  of  pro- 
duction, in  the  opinion  of  the  Danish  authorities, 
and  after  the  conclusion  of  the  agreement  new 
legislation  was  enacted,  stipulating  subsidies  for 
the  amounts  of  butter,  bacon,  and  eggs  to  be  ex- 
ported. Prices  below  cost  of  production  were  also 
adopted  for  the  same  products  sold  in  the  domestic 
market,  and  subsidies  were  provided  for  this  part 
of  the  production.  Special  legislation  was  enacted, 
levying  higher  taxes  on  the  already  heavily  taxed 
sales  of  liquor,  etc,  to  pay  for  these  subsidies. 

Other  Markets 

During  the  period  that  has  elapsed  since  the 
liberation,  Denmark  has  entered  into  trade  agree- 
ments with  a  number  of  other  countries.  This  is 
reflected  in  the  large  number  of  countries  to  which 
agricultural  products  are  at  present  being  exported 
(table  1).  The  prices  that  are  obtained  in  most 
of  these  markets  are  higher,  in  some  cases  con- 
siderably higher,  than  those  paid  by  Great  Britain. 
Of  particular  interest  is  the  Russian  market. 
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to  i  Table  1. — Postwar  exports  of  Danish  livestock  products 
to  principal  destinations,  specified  periods,  with  prewar 
comparison 


Butter 

Bacon  1 

Country  of  destination 

May 

Nov 

lviay 

Nov 

1945- 

1945- 

l&OO  Or* 

1945- 

1945— 

11  vcl  age 

Oct. 

Oct 

aVCl age 

Oct 

Oct 

1945 

1946 

1945 

1946 

1  000 

1  000 

j  000 

1  000 

j  000 

j  000 

short 

S/otis 

Sftvna 

tons 

to 

Ion's 

Allies  2 

42.  4 

16.  7 

England 

122.  8 

.  7 

53.  7 

200.  0 

53.  9 

TJ  S  Army 

.  1 

2.2 

.  2 

Norway 

.9 

5.8 

2.2 

3.6 

5. 1 

2.5 

.  1 

Finland    

1.1 

3.3 

1. 1 

1.4 

Holland    

„  2.3 

.3 

Belgium   

.9 

1.3 

9.4 

.  2 

.3 

France  _   

.4 

2.1 

Switzerland 

.  1 

.1 

1.8 

.  1 

.4 

Poland  _  .__ 

1.8 

1.0 

Czechoslovakia 

.2 

1.7 

Russia 

5.7 

3.4 

Germany  3 

38.4 

16.5 

Other 

.6 

.6 

5.0 

.3 

.5 

Total 

164.4 

52.0 

86.2 

221.7 

24.6 

66.3 

Beef  i 

Eggs 

Allies  2 

5.7 

0.3 

England 

69.6 

9. 1 

TJ  S  Army 

.  2 

Norway 

.2 

.8 

Sweden  

3.1 

12.1 

.8 

.9 

Finland  

1.5 

2.0 

.4 

.3 

Holland  

1.3 

Belgium..     .          _  _ 

5.7 

1.5 

10.8 

.7 

France  

1.5 

4.4 

Switzerland  

6.4 

3.7 

1.5 

Poland.   

Czechoslovakia  ... 

2.0 

Russia  

.6 

Germany  3   __ 

37.3 

1.0 

24.3 

24.0 

Other   

9.7 

.1 

1.4 

.3 

.4 

Total....  _ 

52.7 

8.6 

64.0 

98.7 

7.4 

14.2 

1  Including  slaughter  weight  equivalent  of  live  animals  exported. 

2  Mainly  Great  Britain  and  U.  S.  Army. 

3  Including  British  Zone  and  21st  Army. 


LANDBRUGSRAADETS  MEDDELELSER  NOV.  15,  1945,  MAY  9,  1945,  AND  OCT. 
31,  1946. 

In  the  summer  of  1946,  a  trade  agreement  with 
the  Soviet  Union  was  signed,  according  to  which 
Denmark  was  to  export  to  this  country,  among 
other  things,  8,800  short  tons  of  bacon  and  16,500 
short  tons  of  butter.  Originally  there  had  been 
hopes  of  feed  imports  from  the  U.  S.  S.  R.  and, 
as  a  result  of  such  imports,  larger  exports  of  live-' 
stock  products  to  that  country.  Apparently  the 
prices  asked  for  feed  by  the  Russians  were  such 
that  this  part  of  the  deal  did  not  materialize,  but 
the  matter  is  supposed  to  be  the  subject  of  renewed 


negotiations.  The  prices  obtained  currently  in 
the  Russian  market  are  higher  than  the  British 
prices  but  still  subsidized.  The  U.  S.  S.  R.  for 
some  years  to  come  may  be  a  potential  customer  for 
perhaps  larger  quantities  of  livestock  products 
than  those  involved  in  the  present  agreement. 
Russian  cattle  numbers  at  the  end  of  1945  are 
estimated  at  47,000,000  head,  compared  with 
59,000,000  in  1938  (within  1945  boundaries),  and 
the  number  of  cows  has  probably  been  reduced  rel- 
atively more.  But  before  the  war  the  TJ.  S.  S.  R. 
was  a  net  exporter  of  butter  and  can  probably  not 
be  considered  as  a  customer  for  agricultural  prod- 
ucts in  the  long  run. 

Belgium  is  at  present  importing  butter  and 
cattle  from  Denmark  and  was  also  before  the  war 
an  importer  of  these  products.  When  the  con- 
templated customs  union  with  the  Netherlands 
materializes,  the  anticipation  is,  however,  that 
Belgium  will  get  its  butter  from  the  Netherlands 
when  this  country  is  in  a  position  to  export  again. 
The  Netherlands  is  as  yet  itself  in  need  of  such 
imports.  Norway  was  self-sufficient  in  livestock 
products  before  the  war  and  is  rebuilding  its  live- 
stock industry  with  a  view  to  becoming  self-suffi- 
cient again.  Although  at  times  a  net  importer  of 
butter,  France  in  the  years  immediately  before  the 
war  had  a  small  net  export  of  butter.  Production 
is  now  considerably  below  its  prewar  level.  It  is 
true  of  France,  as  probably  of  several  other  of 
these  secondary  outlets  for  Danish  livestock  prod- 
ucts, that,  given  any  measure  of  prosperity,  the 
recent  trends  in  nutritional  thinking,  advocating 
greater  consumption  of  milk,  butter,  and  other 
livestock  products,  will  keep  them  as  markets  for 
Danish  products.  One  of  the  aims  of  the  Food 
and  Agriculture  Organization  is,  of  course,  to 
support  this  drive  for  better  nutrition. 

Future  Outlook 

One  may  well  consider  it  a  cause  for  worry 
when  such  a  country  as  Denmark  has  to  subsidize 
agricultural  production,  which  furnishes  the  bulk 
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of  its  exports,  even  at  a  time  when  there  is  a  severe 
shortage  in  the  world,  of  the  products  which  this 
industry  has  to  offer.  What,  then,  is  the  future 
competitive  situation  likely  to  be?  One  cannot,  of 
course,  foresee  with  certainty  whether  Danish 
agriculture  will  be  able  in  the  long  run  to  compete 
unsubsidized  with  overseas  supplies  to  the  British 
market.  There  are,  however,  certain  factors  which 
seem  bound  to  improve  the  position  of  Denmark 
vis-a-vis  its  competitors  in  the  near  future  as  com- 
pared with  the  present  situation. 

For  instance,  imported  f eedstuffs,  oil  cake  more 
particularly,  are  at  present  very  high  in  price,  so 
high,  as  a  matter  of  fact,  that  Denmark  was  unable 
to  accept  its  full  allocation  of  this  feed  in  the  fall 
of  1946.  It  could  not  be  profitably  utilized.  When 
this  price  goes  down,  it  will  significantly  improve 
the  cost  situation  for  Danish  farmers;  while  the 
overseas  competitors  will  be  largely  unaffected, 
since  they  do  not  import  such  feed  to  any  consider- 
able extent.  The  availability  of  feed  imports  will 
also  mean  that  the  Danish  livestock  industry  will 
be  able  to  operate  at  a  more  efficient  level  than  now, 
since  the  capacity  for  high  yields  of  the  Danish 
dairy  cows  is  not  at  present  being  fully  utilized. 

Further-more,  the  present  high  cost  of  labor  in 
Denmark  has  led  to  an  intensive  search  for  ways 
and  means  to  increase  mechanization  and  rational- 
ization of  production.  As  this  materializes,  and  as 
the  importation  of  the  necessary  equipment  for 
such  rationalization  becomes  possible,  significant 
economies  may  result.  Finally,  one  may  mention 
that,  by  reason  of  the  quality  of  Danish  products, 
a  certain  share  of  the  British  market  will  at  any 
time  be  assured  the  Danes. 

Volume  of  Exports 

The  volume  of  exports  of  the  principal  livestock 
products  is  still  much  below  prewar  levels  (table 
1).  In  the  year  November-October  1945-46  ex- 
ports of  butter  were  not  much  more  than  one-half 
the  amount  exported,  on  the  average,  in  the  years 
1935-39.  For  bacon  the  proportion  was  less  than 
one-third  and  for  eggs  only  one-seventh.  Of  beef 
alone  were  exports  larger  than  in  prewar  years. 
Denmark  is  also  currently  exporting  a  number  of 
other  agricultural  products  in  not  insignificant 
amounts,  such  as  horses,  hides,  cheese,  seed,  pota- 
toes, and  sugar. 

While  there  is  a  genuine  surplus  of  most  of  these 
products,  sugar  would  probably  not  be  exported 


were  it  not  rationed ;  and  the  butter  surplus  would 
be  reduced  if  butter  rationing  was  discontinued, 
although  the  sugar  and  butter  rations  are  quite 
liberal. 

The  drop  in  butter  exports  is  only  partly  due 
to  the  reduction  in  butter  production,  which  before 
the  war  came  to  about  204,000  short  tons  annually 
and  now  is  around  154,000  short  tons.  The  Danes, 
however,  used  to  consume  two  or  three  times  as 
much  margarine  as  butter.  No  margarine  was 
available  during  the  war,  and  as  yet  only  small 
amounts  have  appeared  on  the  Danish  market. 
When  raw  materials  for  its  production  can  again 
be  imported  in  quantity,  corresponding  amounts 
of  butter  will  be  available  for  export. 

During  the  year  1946  the  Danish-British  bal- 
ance of  trade  developed  very  unfavorably  to  Den- 
mark, and  a  corresponding  debt  accrued.  Great 
Britain  is  therefore  pressing  for  larger  exports 
of  foodstuffs  from  Denmark.  The  Danish  Gov- 
ernment is  anxious  to  remedy  the  situation  andi 
has  been  working  out  a  program  for  decreasing 
imports  and  increasing  exports.  To  what  extent 
the  domestic  consumption  of  exportable  products 
may  be  reduced,  if  at  all,  is  not  yet  clear,  but  ap- 
parently meat  consumption  will  be  affected,  per- 
haps by  about  10  percent.  The  other  possibility  is 
of  course  increased  production.  Some  maintain, 
however,  that  in  order  to  increase  production  of 
livestock  products,  with  a  view  to  greater  exports, 
higher  prices  must  be  obtained  in  the  British 
market.  Denmark  cannot  increase  its  import  of 
oil  cake,  etc.,  at  the  present  high  price  and  subse- 
quently subsidize  the  resulting  exports.  Great 
Britain  may  possibly  agree  to  a  price  increase  for 
butter,  and  no  doubt  exports  in  the  coming  year 
will  increase. 

As  pointed  out  in  an  earlier  article,1  Danish 
agriculture  survived  the  war  without  serious  de- 
terioration of  productive  capacity,  and  the  re- 
building of  production  and  exports  to  prewar 
levels  appeared  to  be  technically  possible  within 
a  short  time.  Since  then  Denmark  has  harvested 
another  good  crop,  and  developments  during  1946 
have  altogether  confirmed  the  impression  that  the 
foreign-trade  situation,  rather  than  war-caused 
technical  deterioration,  is  at  present  limiting  the 
production  and  exports  of  livestock  products  from 
Denmark. 

'Friedmann,  Karen  J.  Danish  agricultural  production — 
world  war  I  and  world  war  ii.  Foreign  Agr.  10  :  7-11,  illus. 
1946. 
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